























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































1996-97 Biennial Budget

BUDGET ACTIVITY:  Financial Services
PROGRAM:  Management Services
AGENCY: Corrections, Department of

ACTIVITY DESCRIPTION:

Financial Services monitors and measures all fiscal activity within the department and reports the
economic effect to managers and employees. It collects, classifies, records and summarizes financial
transactions and data. A primary responsibility is to provide managers with information necessary
for planning and controlling operations on a day-to-day basis. Financial services include budgeting,
payroll, position control, institution accounting coordination, grant accounting and coordination,
internal auditing, purchasing and disbursements, billing and receipts, travel audits, cost analysis, cost
reporting, management and financial reporting, contract coordination and fiscal notes.

These activities are designed to support department staff in achieving the Department of Corrections’
mission and goals.

BUDGET ISSUES:
The agency budget plan maintains and continues the functions of this activity.
REVENUE:

This activity utilizes special revenue generated from the agency indirect cost plan.

Dollars in Thousands
F.Y. 1993 F.Y. 1994 FE.Y. 1995 F.Y. 1996 E.Y. 1997
Type of Revenue:
Dedicated - Special $47 $92 $54 $44 $44
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AGENCY:
PROGRAM:

CORRECTIONS,DPT OF
MANAGEMENT SERVICES

ACTIVITY: OFFICE SERVICES

1996-1997 BIENNIAL BUDGET

(DOLLARS IN

Est.
ACTIVITY SUMMARY FY 1993 FY 1994 FY 1995
EXPENDITURES:
DETAIL BY CATEGORY:
STATE OPERATIONS:
PERSONAL SERVICES 258 255 230
EXPENSES/CONTRACTUAL SRVCS 486 549 594
MISC OPERATING EXPENSES 131 186 184
SUPPLIES/MATERIALS/PARTS 146 104 118
CAPITAL EQUIPMENT 32
OTHER 16
SUBTOTAL STATE OPERATIONS 1,040 1,09 1,126
TOTAL EXPENDITURES 1,040 1,09¢ 1,126
GOV'S INITIATIVES: FUND
(A) SPACE RENT - CENTRAL OFFICE GEN
TOTAL GOV'S INITIATIVES
SOURCES OF FINANCING:
DIRECT APPROPRIATIONS:
GENERAL 860 830 1,126
STATUTORY APPROPRIATIONS:
SPECIAL REVENUE 180 258
CORRECTIONAL INDUS 6
TOTAL FINANCING 1,040 1,094 1,126
FTE BY EMPLOYMENT TYPE:
REGULAR 7.6 6.8 6.0
TOTAL FTE 7.6 6.8 6.0

THOUSANDS )
FY 1996

Current Agency Governor
Spending Pian Recomm.
230 230 230
594 594 969
184 184 184
83 83 83
1,091 1,091 1,466
1,091 1,091 1,466
375
375
1,091 1,091 1,466
1,091 1,091 1,466

6.0
6.0 6.0

FY 1997

Current Agency Governor
Spending Pilan Recomun.
230 230 230
594 594 969
184 184 184
83 83 83
1,091 1,091 1,466
1,091 1,091 1,666
375
375
1,091 1,091 1,666
1,091 1,091 1,466

6.0
6.0 6.0
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F.Y. 1996-97 BUDGET INITIATIVE

AGENCY: Corrections, Department of
PROGRAM: Management Services
ACTIVITY: Office Services

ITEM TITLE: Space Rent - Central Office

1996-97 Biennium 1998-99 Biennium
F.Y. 1996 F.Y. 1997 F.Y. 1998 F.Y. 1999
Expeaditures: ($000s)
General Fund
- State Operations $375 $375 $375 $375
- Grants $-0- $-0- $-0- $-0-
Revenues: ($000s)

General Fund $-0- $-0- $-0- $-0-

Statutory Change? Yes No_X
If yes, statute(s) affected: M.S.

GOVERNOR’S RECOMMENDATION:

The Governor recommends $750,000 for the biennium to pay for additional space rental needed by
the department.

RATIONALE:

The work force housed in the central office has increased from 110 in 1990 to 150 currently and
projections indicate increased space needs as the department grows. Current space for the central
office is cramped and inefficient. Due to the "hard wall” type of construction in the existing
building, offices have been designed to fit into existing space rather than designing the space to meet
the needs of central office functions.

Based on 65,000 square feet of office space needed, the annual rent for the central office will
increase to $900,000 from the current budgeted level of $475,000. The department will reallocate
internally $50,000 to reach the total amount needed.

PROGRAM OUTCOMES:

As correctional facilities expand and field service clients increase, so does the workload in the
Department of Corrections’ core operations. The central office has insufficient room to operate
efficiently. Employee workspaces are cramped and inadequate. Security for the office space is
difficult. A healthier and safer work environment is needed to maintain efficient and effective work
standards.

The lease at the Bigelow Building expires 6-30-95. In cooperation with the Department of
Administration, the department was advised to consider alternative locations. Through this process
and in negotiations, it has been determined that the department could save $574,000 in lease
payments over a 7 year period by moving to a new location in Energy Park rather than remain in

. its current location. Moving costs will be paid from current budget resources.

LONG-TERM IMPACT:

A satisfactory and healthier work environment contributes to a more efficient and effective
organization and higher productivity.

REVISED 2-28-95
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RGENCY:

SENTENCING GDLNS COM
PROGRAM: MN SENTNCING GUIDELINE COM
ACTIVITY: MN SENTNCING GUIDELINE COM

1996-1997

BIENNIAL BUDGET

{DOLLARS IN THOUSANDS)

FY 1996 FY 1997
Est Current Agency Governor Current Agency Governor
ACTIVITY SUMMARY FY 1993 FY 1994 FY 1995 Spending Plan Recomm. Spending Plan Recomm.
EXPENDITURES:
DETAIL BY CATEGORY:

STATE OPERATIONS:

PERSONAL SERVICES 196 252 302 295 295 295 295 295 295

EXPENSES/CONTRACTUAL SRVCS 37 36 45 45 45 45 45 45 . 45

MISC OPERATING EXPENSES 7 .8 10 i0 10 10 10 10 10

SUPPLIES/MATERIALS/PARTS 4 20 30 15 17 17 15 “19 19

CAPITAL EQUIPMENT 8 15 37 2 2 2 2 2 2

SUBTOTAL STATE OPERATIONS 252 331 424 367 369 369 367 371 371
TOTAL EXPENDITURES 252 331 424 367 369 369 367 371 371
AGENCY PLAN ITEMS: FUND

SMALL AGENCY INFLATION GEN 2 4
TOTAL AGENCY PLAN ITEMS 2 4
SOURCES OF FINANCING:

DIRECT APPROPRIATIONS:

GENERAL 252 331 424 367 369 369 367 371 371
TOTAL FINANCING 252 331 424 367 369 369 367 371 371
FTE BY EMPLOYMENT TYPE:

REGULAR 4.0 7.0 7.0 7.0 7.0

TEMP/SEAS/PART_TIME .4 .2 -2 .2 .2

OVERTIME .1 .1 .1 .1 .1
TOTAL FTE 4.5 7.3 7.3 7.3 7.3 7.3 7.3

REVISED 2-28-95
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STATE OF MINNESOTA - DEPARTMENT OF FINANCE
BIENNIAL BUDGET SYSTEM - BASE RECONCILIATION REPORT

FEDERAL FUNDS

F.Y.9% F.Y.97

BY SEC SEQ
AGENCY: SENTENCING GDLNS COM
ALL FUNDS GENERAL FUND " OTHER STATE FUNDS

F.Y.96 F.Y.97 F.Y.96 F.Y.97 F.Y.96 F.Y.97
F.Y.95 FUNDING LEVEL ;;; -------- ;;; 424 o ;E; ------ S
BASE ADJUSTMENTS )
APPROPRIATIONS CARRIED FHD 57> <s7> 57> 7>
SUBTOTAL BASE ADJ. <;;; -:;;; <57> :;;; ------
CURRENT spENDING 367 3;; ) 367 ---;;; ------- o
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Governor’s Price of Government Target Recommendation
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Summary of Governor’s Revenue Target Recommendation

For the 1996-1997 biennium, the Governor recommends revenue targets of
$22.3 billion, or 10.3% of state personal income, for state government and
$17.1 billion, or 7.9% of state personal income, for local governments. For

Governor’s February 1995 Price of Government Recommendation
($ in millions)

FY 1996 FY 1997 FY 199697 FY 1998 FY 1999 FY 1998-99

Suate Tax Revenues 9,413.0 9,479.5 18,892.5 10,108.6 10,467.0 20,575.6
as percent of personal income 8.9% 8.6% 8.7% 8.8% 8.7% 8.7%
State Non-Tax Revenues 1,547.5 1,826.8 3,374.2 1,548.5 1,546.2( 3,094.7
as percent of personal income 1.5% 1.7% 1.6% 1.3% 1.3% 13%
Local Tax Revenues 4,424.1 4,610.4 9,034.6 4,774.2 4,981.8 9,756.1
as percent of personal income 42% 4.2% 4.2% 4.1% 4.1% 4.1%
Local Non-Tax Revenues 3,937.6 4,095.4 8,033.0 4,256.3 4,433.9 8,690.1
as percent of personal income 3.7% 37% 37% 3.7% 3.7% 3.7%
Total Revenues 19,322.2 "20,012.1 39,334.3 20,687.6 21,428.9 42,116.5
as percent of personal income 18.2% 18.2% 18.2% 17.9% 17.7% 17.8%
State Persomal Income 105,990 110,250 216,240 115,490 120,850 236,340

the 1998-99 biennium, the Governor recommends targets of $23.7 billion, or
10.0% of state personal income, for state government and $18.4 billion, or
7.8% of state personal income, for local governments.

New Price of Government Law Requires New Approach to Budgeting
The 1994 Tax Bill included provisions, commonly referred to as the "Price of

Government" legislation, that make several changes in the State’s budget
_process:

In November and February prior to the start of a biennium, the
Departments of Finance and Revenue are required to project state and
local taxes, other revenues and personal income for the current
biennium and the future two biennia. This historical and projected
data is to be presented by type of government and major revenue
source. This data was presented last November in the Department of
Finance’s November Forecast.

In January, the Governor is required to recommend revenue targets for
the next two biennia that specify:

- The maximum percentage of personal income to be collected in
state and local taxes and other revenues.

- The division of the share between state and local government
revenues.

- The appropriate mix and rates of income, sales, and other state
and local taxes and other revenues and the amount of property
taxes.

- The effect of the recommendations on the incidence of the tax
burden by income class.

The Governor’s revenue target recommendation is presented in
this document. :

By March 15th, the Legislature is required to adopt, by concurrent
resolution, its own revenue targets for the same periods, including the
same information as presented by the Governor. The Legislature’s
targets will be based on the revised state and local revenue forecast
prepared jointly by the Departments of Finance and Revenue.

November Forecast of State and Local Revenues

The starting point for the Governor’s revenue target recommendation was the
November forecast of state and local revenues. The forecast, prepared jointly

REVISED 2-28-95
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by the Departments of Finance and Revenue, projected revenues based on
current law, using current tax rates. The following table summarizes the
November forecast data.

November, 1994 Forecast of State & Local Revenues, C.Y. 1990-1998 -

($ in Billions)
Revenue

as % of as % of as % of

Calendar Fiscal Personal Personal Persomal Persomal
Year Year Income State Income Local Income Total Income
1990 1991 $823 $8.3 10.1% $6.0 13% $14.3 17.4%
1991 1992 $85.3 $8.8 10.3% $6.6 17% $15.4 18.0%
1992 1993 $91.5 $9.6 10.5% $7.0 1.6% $16.6 18.1%
1993 1994 $94.9 $10.2 10.7% $7.4 18% $17.6 18.5%
1994 1995 $101.2 $10.7 10.6% $7.8 1.7% $18.6 18.4%
1995 1996 $105.4 $11.0 10.4% $8.4 8.0% $19.4 18.4%
1996 1997 $1102 $11.3 103% $8.6 78% $19.9 18.1%
1997 1998 $116.0 $11.8 10.2% $8.8 7.6% $20.6 178%
1998 1999 $122.1 $12.2 10.0% $9.1 7.4% $21.3 17.4%

Additional detail can be obtained from the Department of Finance’s November
Forecast and the Department of Revenue’s Local Government Revenue
Estimates - Supplemental Report to the November 1994 State Forecast
Document. '

Governor’s Revenue Target Recommendation

The Governor recommends a Price of Government target of $39.3 billion, or
18.2% of projected state personal income, for the 1996-97 biennium, and
$42.1 billion, or 17.8% of projected state personal income, for the F.Y. 1998-
99 biennium. ,

These targets were derived by making the following adjustments to the

‘November Price of Government Forecast:

®  Reduction for Cambridge Bank - Because the refunds that will be paid
to financial institutions under the terms of the Cambridge Bank
judgment will be accounted for as tax refunds, the forecasted amount
of state tax collections will decrease. The Governor has adjusted
spending downward to reflect this loss in revenue.

Governor’s February 1995 Price of Government Recommendation
(3 in millions)

FY 1996 FY 1997 FY 1996-97 FY 1998 FY 1999 FY 1998-99

State Tax Revenues 9,413.0 9,479.5 18,892.5 10,108.6 10,467.0 20,575.6
as percent of personal income 8.9% 8.6% 8.7% 8.8% 8.7% 8.7%
State Non-Tax Revenues 1,547.5 1,826.8 3,374.2 1,548.5 1,546.2 3,094.7
as percent of personal income 1.5% 1.7% 1.6% 1.3% 1.3% 1.3%
Local Tax Revenues 4,424.1 4,610.4 9,034.6 4,774.2 4,981.8 9,756.1
as percent of personal income 42% 42% 42% 4.1% 4.1% 4.1%
Local Non-Tax Revenues 3,937.6 4,095.4 8,033.0 4,256.3 4,433.9 ‘ 8,690.1
as percent of personal income 3.7% 3.7% 3.7% 37% 39% 3.7%
Total Revenues 19,322.2 20,012.1 39,3343 20,687.6 21,428.9 42,116.5
as percent of personal income 18.2% 18.2% 18.2% 17.9% 1‘7.7.% 17.8%
State Personal Income 105,990 110,250 216,240 115,490 120,850 236,340

= Allowance for Local Non-School Fee Increases - The Governor
recognizes that local governments, like the state, will have future
inflationary cost pressures. As a result, the Governor has included an
allowance for an inflationary adjustment equal to the local government
price deflator (PGSL). Nonetheless, the Governor strongly encourages
local governments to seek efficiencies and reallocations that will allow

REVISED 2-28-95
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them to provide effective services without significant fee increases.
®  Adjustment for Revised School Levy Amounts - Since the November
forecast, additional information has resulted in a revision of the current

law forecast of school levies.

It is important to note that the Governor’s proposals for changes in aids to

local units of government will not affect the percent of personal income’

accounted for by local governments in the price of government targets. Only
"own-source" revenues -- revenues raised directly by the taxing or fee-
charging capacity of the unit of government -- are included in price of
government targets. Because state aids are transfers from the State to local
units of government, not "own-source" revenues, any increase or decrease in
state aids does not result in a change in the personal income percentages.

A table, similar to that prepared for the November forecast, displaying the
Governor’s Price of Government Targets in detail is available in Appendix A.

Price of Government Recommendation by Mix and Rate of Tax Type
The table on page 7 presents the Governor’s Price of Government Recom-
mendations by mix and type of revenue source.

Effect of Price of Government Targets Upon Tax Incidence

‘The Governor’s Price of Government Recommendation will have no net effect
upon the current incidence of state or local taxes. Current tax incidence

information can be found in the Department of Revenue’s 1993 Minnesota Tax
Incidence Study (November, 1993).

REVISED 2-28-95
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Governor's February 1995 Price of Government Recommendations
By Government and Revenue Type

($ 000s)
Taxes
Fiscal Year Govt. Unit Income Sales Property Other Non-Tax Revenues Total

1996 State 4,440,900 4.2% 2,765,800 2.6% 0 0.0% 2,206,315 2.1% 1,547,471 1.5% 10,960,486 10.3%
Local 0 0.0% 68,526  0.1% 4,297,233 4.1% 58,366 0.1% 3,937,586 3.7% 8,361,711 7.9%

Total 4,440,900 4.2% 2,834,326 2.7% 4,297,233 4.1% 2,264,681 21% 5,485,057 5.2% 19,322,197 18.2%

1997 State 4,368,280 4.0% 2,833,600 2.6% 0 0.0% 2,277,616  2.1% 1,826,753 1.7% 11,306,249 10.3%
Local 0 0.0% 70,205 0.1% 4,481,160 4.1% 59,081 0.1% 4,095,402 3.7% 8,705,848 7.9%

Total 4,368,280 4.0% 2,903,805 2.6% 4,481,160 4.1% 2,336,697 2.1% 5,922,155 5.4% 20,012,097 18.2%

1997-98 State 8,809,180 4.1% 5599400 2.6% 0 0.0% 4,483,931 2.1% 3,374,224 1.6% 22,266,735 10.3%
Local 0 0.0% 138,731 0.1% 8,778,393  4.1% 117,447  0.1% 8,032,988 3.7% 17,067,559 7.9%

Total 8,809,180 4.1% 5,738,131 2.7% 8,778,393 4.1% 4,601,378 2.1% 11,407,212 5.3% 39,334,294 18.2%

1998 State 4846600 4.4% 2,927,600 27% 0 0.0% 2,334,439 21% | 1,548,460 1.4% 11,657,099 10.1%
Local 0 0.0% 72,536 0.1% 4,641,899 4.2% 59,805 0.1% 4,256,245 3.9% 9,030,485 7.8%

Total 4,846,600 4.4% 3,000,136 2.7% 4,641,899 4.2% 2,394,244  22% 5,804,705 5.3% 20,687,584 17.9%

1999 State 5,040,730 4.6% 3,014,800 2.7% 0 0.0% 2,411,473  2.2% 1,646,197 1.4% 12,013,200 9.9%
Local 0 0.0% 74,697  0.1% 4,846,595 4.4% 60,538 0.1% 4,433,873 4.0% 9,415,703 7.8%

Total 5,040,730 4.6% 3,089,497 2.8% 4,846,595 4.4% 2,472,011 2.2% 5,980,070 5.4% 21,428,903 17.7%

1998-99 State 9,887,330 4.2% 5,942,400 2.5% 0 0.0% 4745912 2.0% 3,094,657 1.3% .| 23,670,299 10.0%
Local ' 0 0.0% 147233  0.1% 9488494 4.0% 120,343  0.1% 8,690,118 3.7% 18,446,188 7.8%

Total 9,887,330 4.2% 6,089,633 2.6% 9,488,494 4.0% 4,866,255 2.1% 11,784,775 5.0% 42,116,487 17.8%

(Note: Percentages may not add due to rounding) REVISED 2-28-95
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Governor’s State and Local Finance Policy Proposals
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F.Y. 1996-97 BUDGET INITIATIVE

AGENCY: Department of Agriculture

ITEM TITLE: Permanent Sales Tax Exemption of Used Farm Machinery

1996-97 Biennium 1998-99 Biennium

F.Y. 1996 F.Y. 1997 F.Y. 1998 F.Y. 1999

Revenues: ($000s)
General Fund ($1,300)
LGTF ($300)

($1,600) ($1,700) ($1,700)

Statutory Change? Yes _X No _

GOVERNOR’S RECOMMENDATION:

The Governor recommends the permanent exemption of used farm machinery
from the sales tax.

RATIONALE:

Under current law, the sales tax exemption on used farm machinery enacted in
the 1994 legislature is scheduled to sunset at the end of F.Y. 1995. This
exemption will assist farmers with their cash flow, particularly beginning
farmers who must often rely upon used equipment. The initiative is also in
keeping with sound tax policy, eliminating the distorting effects of taxing
business inputs.

F.Y. 1996-97 BUDGET INITIATIVE

AGENCY: Department of Agriculture

ITEM TITLE: Environmental Tax Credii

__1996:97 Biennium _ _ 199899 Biennium _
F.Y. 1996 F.Y.1997 F.Y.1998 F.Y. 1999

Revenues: ($000s)
General Fund $-0-) $-0) ($-0-) $-0-)

Statutory Change? Yes _X No

- GOVERNOR’S RECOMMENDATION:

In his original budget submission, the Governor had recommended funding for
a pilot program that would assist farmers through the provision of an Environ-
mental Tax Credit.

The Governor has withdrawn his recommendation to permit funding of higher
priorities within the budget. :

RATIONALE:

The credit would be a certain percentage of the purchase price of equipment
acquired to improve the environmental quality of farming operations.
Improvements could include upgrading feedlots, purchasing conservation tillage
implements and incorporating other environmental practices. This tax credit is -
designed to encourage good soil and water conservation practices while helping
to defray a portion of the costs imposed by environmental regulations.

PROGRAM OUTCOMES:

Improved environmental quality in rural areas and greater profitability for
farmers would result.

REVISED 2-28-95
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F.Y. 1996-97 BUDGET INITIATIVE

AGENCY: Department of Administration

ITEM TITLE: Exemption of MNet Purchases

1996-97 Biennium 1998-99 Biennium
F.Y, 1996 F.Y. 1997 F.Y. 1998 F.Y. 1999
Revenues: ($000s) V
GF/LGTF ($500) ($500) ($600) ($600)

Statutory Change? Yes_X No

GOVERNOR’S RECOMMENDATION:

The Governor recommends that purchases of equipment associated with the
enhancement of the state’s telecommunications infrastructure be made exempt
from the sales tax.

RATIONALE:

Under current law, state agencies purchasing telecommunications access from
Intertech must indirectly pay the sales tax through the charge made by Intertech
to recover its costs, which include sales tax paid on purchased equipment.
However, because the Department of Education is exempt from paying sales tax
on purchases from private vendors, Intertech faces the possible loss of this
critical user. In order for MNet to retain enough business from state agencies
to be price competitive, it must be allowed an exemption on the purchase of
telecommunications equipment.

F.Y. 1996-97 BUDGET INITIATIVE

AGENCY: Department of Human Services

ITEM TITLE: Prepayment of Tax Credits

1996-97 Biennium 1998-99 Biennium
F.Y.1996 F.Y.1997 F.Y.1998 F.Y. 1999
Revenues: ($000s)
General Fund ($2,2000 - ($120) ($3,800) ($400)
Expenditures: ($000s)
LGTF $3,000 $180 $5,200 $600

Statutory Change? Yes _X No

GOVERNOR’S RECOMMENDATION:

The Governor recommends a pilot program to evaluate the benefits of early
payment of state tax credits.

RATIONALE:

Currently, individuals qualifying for the Working Family Credit, Dependent
Care Credit and Property Tax Credits must apply for a refund of their credits
at the end of the year. These payments come in a lump sum, and fail to provide
the ongoing cash flow financial support needed by low-income families
throughout the year. By making these tax credits available to families on a
monthly basis, the state will provide support to low-income families throughout
the year and provide more immediate incentives for work. This pilot program
will be evaluated for beneficial effects upon participants.

REVISED 2-28-95
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F.Y. 1996-97 BUDGET INITIATIVE

AGENCY: Department of Revenue

ITEM TITLE: Elimination of the Political Contribution Credit

1996-97 Biennium 1998-99 Bienmnium
F.Y. 1996 F.Y. 1997 F.Y. 1998 F.Y. 1999
Revenues: ($000s)
General Fund $1,250 $3,400 $2,600 $3,600

Statutory Change? Yes _X No

. GOVERNOR’S RECOMMENDATION:

The Governor recommends that the Political Contribution Credit be eliminated
for refunds made after June 30, 1995.

RATIONALE:

The Political Contribution Credit was implemented in 1990 to encourage
candidates for state offices to finance their campaigns with small contributions
from many donors. Taxpayers may claim a refund equal to contributions to
Minnesota political candidates and parties during a calendar year. The refunds
~ are limited to $50 for single persons and $100 for married couples.

There is insufficient evidence to support or reject the contention that this
program is achieving its stated purpose of encouraging more small contributions.
It is also difficult and expensive to administer -- annual operating costs exceed
5% of the refund amount. It is also difficult to provide any meaningful audit
process.

F.Y. 1996-97 BUDGET INITIATIVE

AGENCY: Department of Revenue

ITEM TITLE: County Homestead Block Grant Consolidation

1996-97 Biennium 1998-99 Biennium
F.Y. 1996 F.Y.19%7 F.Y. 1998 F.Y. 1999
Expenditures: ($000s)
LGTF ($57,000)
General Fund ($20,000) ($33,000) ($33,000)

Statutory Change? Yes _ X No

GOVERNOR’S RECOMMENDATION:

The Govermnor recommends Local Government Aid (LGA), Homestead
Agricultural Credit Aid (HACA), Disparity Reduction Aid (DRA) and Attached
Machinery Aid be combined into one County Homestead Block Grant in F.Y.
1997. Additionally, the Governor recommends reductions in local government
aids to help pay for the Cambridge Bank settlement.

RATIONALE:

The Governor proposes a local aids and credits reform package designed to
make more efficient use of the state’s aid resources. Currently, most local aids
and credits are distributed through formulas that have little relationship to the
demand upon local governments for services or their ability to pay for those
services, and provide little incentive for local units of government to cooperate
in providing services.

The Governor proposes to combine several non-school aid programs --
City/Township Local Government Aid (LGA), Homestead Agricultural Credit
Aid (HACA), Disparity Reduction Aid (DRA), and Attached Machinery Aid --
into one County Homestead Block Grant program. After the aid allocations
have been made to all individual taxing jurisdictions in CY 1996 (FY 1997), the

REVISED 2-28-95
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F.Y. 1996-97 BUDGET INITIATIVE

AGENCY: Department of Revenue

ITEM TITLE: County Homestead Block Grant Consolidation (Contd.)

aid programs will be consolidated into the County Homestead Block Grants.

These aids would be summed at the county level, establishing the base year
funding for the new aid program. Based on the Governor’s recommendations,
the County Homestead Block Grant would total $802 million in FY 1997, $803
million in FY 1998 and $814 million in FY 1999.

The Governor recommends that, local governments decide the allocation of the
grants within counties. To accomplish this, the Governor proposes that the
block grants be distributed to local governments throughout the county by an Aid
Distribution Council (ADC), comprised of an equal number of representatives
from the governing bodies of county government, cities, and school district
taxing districts within the county. As a result, the block grant allocation within
counties will be based on collective local needs and program priorities.

By allocating the grants at the county level, increased incentives for local service
sharing and cooperative agreements will provide better local services for less
money.

The Governor also recommends a $77 million reduction in the growth of Local
Government Aid (LGA) and Homestead Agricultural and Credit Aid (HACA)
which, in total, amount to less than 1% of local revenues. The recommended
level of funding includes a 1% reduction for the Cambridge Bank judgment,
removal of the automatic inflation increases in statute and repayment of the net
General Fund dollars loaned to the Local Government Trust Fund. Without
repayment, these dollars will be lost when the LGTF programs are returned to
the General Fund in FY 1997. Depending on the February forecast, the
Govermnor is committed to reexamining the FY 1997 reductions in aid.

S

F.Y. 1996-97 BUDGET INITIATIVE

AGENCY: Department of Revenue

ITEM TITLE: Changing Cambridge Bank refunds from refundable credit to

refund :
_1996-97 Bieﬁnium 1998-99 Biennium
F.Y. 1996 F.Y. 1997 F.Y. 1998 F.Y. 1999
Revenues: ($000s)
General Fund $3,000 $3,000 $3,000 $3,000

Statutory Change? Yes _X No

GOVERNOR’S RECOMMENDATION:

The Governor recommends the means of paying Cambridge Bank judgments be
changed from a refundable credit to a refund.

RATIONALE:

Because current law dictates that the‘Department of Revenue process Cambridge
bank judgments as refundable credits, which requires a separate line on the
corporate tax return, corporate auditors will need to be diverted from their
regular audit activities to audit every corporate tax return for Cambridge Bank
judgments. The Department of Revenue has estimated that auditing these
corporate returns will cause a loss of revenue received from regular corporate
audit activity of approximately $26 million over the next four years. This loss
of revenue has been incorporated into the February forecast.

Changing the form of repayment from a refundable credit to a refund will
require that financial institutions claiming a Cambridge Bank judgment file a
separate refund claim, instead of claiming the judgment on their tax return.
This will reduce the work load required to process Cambridge Bank judgments,
and will allow corporate auditors to decrease the loss of regular audit collections
by $3 million each year.
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F.Y. 1996-97 BUDGET INITIATIVE

AGENCY: Department of Revenue

ITEM TITLE: Bonding for Cambridge Bank Judgment

1996-97 Bienniwm 1998-99 Biennium

F.Y. 1996 F.Y. 1997 F.Y. 1998 F.Y. 1999
Revenues: ($000s)
General Fund $84,000 $86,000 $89,000 $92,000
Special Bond Fund
(Transfer In) $75,000 $7,563 $43,125 $43,085
Bond Proceeds $-0- $275,000 $-0- $-0-
Tax Refunds  ($75,000)  ($275,000) $-0- $-0-
Expenditures: ($000s)
General Fund
(Transfer Out) $75,000 $7,563 $43,125 $43,085
Special Bond Fund
Debt Service $-0- $7,563 $43,125 $43,085

Statutory Change? Yes _ X No

GOVERNOR’S RECOMMENDATION:

The Governor recommends the issnance of revenue bonds to help fund the
Cambridge Bank judgment.

RATIONALE:
The Governor recommends that the Cambridge Bank judgment be paid with $75

million in cash in F.Y. 1996 and the issuance of $275 million in eight-year
revenue bonds in F.Y. 1997.

By issuing revenue bonds to help pay Cambridge Bank judgments, the impact
on the F.Y. 1996-97 budget will reduced from $170 million to $82 million, a
biennial savings of $88 million relative to the current forecast. Issuance of
revenue bonds will have the additional advantage of settling this long-standing
issue in two years instead of four. The additional net present value cost of
bonding -- relative to the payment of cash over a four year repayment period -
- is approximately $6 million.
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State Revenues

Tax Revenues:
Individual Income Tax
General Sales Tax
Corporate Income Tax
Gasoline & Special Fuels Taxes
Motor Vehicle License Tax
Motor Vehicle Excise Tax
Health Care Taxes
Ali Other Taxes

Subtotal - State Taxes

Non-Tax Revenues:
Fees & Charges
investment Earnings
Post-Secondary Tuition
All Other Resources

Subtotal - State Non Tax Revenues
Subtotal - State Own Source Revenues
Federal Grants

TOTAL STATE REVENUES

Local Non-School Revenues
Tax Revenues:

Property Tax

Sales Tax

Other Taxes

Subtotal - Local Taxes

Non-Tax Revenues:
Special Assessments
Licenses and Permits
Charges for Services
Investment Earnings
Selected Enterprise Revenues
Miscellaneous Revenues

Subtotal - Local Non Tax Revenues
Subtotal - Local Own Source Revenues

~ Intergovernmental Revenue:
State Aid
Local Aid
Federal Aid

Subtotal - Intergovernmental Revenue

TOTAL LOCAL NON-SCHOOL REVENUES

Governor's February 1995 Price of Government Recommendation
State & Local Revenues, C.Y. 1990-1998

Percent of Personal Income
(8 in Thousands)

C.Y.1992

C.Y. 1930 C.Y. 1891 C.Y. 1993 C.v. 1994 C.Y. 1995 C.Y. 1996 C.Y. 1997 C.Y. 1998

F.Y. 1951 F.Y. 1992 F.Y. 1993 F.Y.1994 F.Y. 1985 F.Y. 1996 F.Y. 1997 F.Y. 1938 F.Y. 1993
2,972,983 3,144,636 3,471,374 3,539,994 3,736,900 3,870,000 4,023,880 4,193,100 4,377,830
1,965,209 2,193,451 2,378,482 2,622,271 2,697,400 2,765,800 2,833,600 2,927,600 3,014,800
457,934 420,278 509,534 551,822 673,900, 570,900 344,400 653,500 662,900
430,213 437,817 441,619 457,614 466,078 475,497 486,898 497,478 504,981
351,664 370,650 404,655 425,036 437,909 441,550 455,338 459302 473,488
236,720 270,356 296,284 332,994 359,600 359,300 364,600 382,300 398,600
0 0 13,566 64,532 148,395 176,638 206,474 225,660 245,850
549,253 585,022 662,167 759,729 749,949 753,330 764,306 769,699 788,554
6,963,976 7,422,210 8,177,681 8,653,002 9,270,131 9,413,015 9,479,496 10,108,639 10,467,003
249,168 338,879 326,518 366,305 358,031 362,992 370,648 364,909 364,840
172,861 109,360 77,989 79,419 64,471 90,265 84,563 80,279 77,127
354,404 379,134 409,787 415,136 428,000 428,564 446,164 459,148 473,335
570,118 560,559 571,254 650,922 680,301 665,650 925,378 644,124 630,895
1,346,551 1,387,932 1,385,548 1,511,781 1,530,803 1,547,471 1,826,753 1,548,460 1,546,197
8,310,527 8,810,142 9,563,229 10,165,773 10,800,934 10,960,486 11,306,249 11,657,099 12,013,200
2,260,587 2,530,697 2,778,303 3,133,023 3,377,056 3,521,260 3,623,423 3,623,772 3,624,189
10,671,114 11,340,839 12,341,632 13,298,796 _ 14,177,990 14,481,746 14,929,672 15,280,871 15,637,389
1,761,966 1,979,384 2,001,076 2,165,435 2,219,505 2,311,160 2,393,276 2,482,098 2,581,692
49,852 52,750 60,272 62,449 66,783 68,526 70,205 72,536 74,697
34,131 39,188 42,272 47,093 52,427 58,366 59,081 59,805 60,538
1,865,949 2,071,322 2,193,620 2,274,977 2,338,715 2,438,052 2,522,562 2,615,339 2,716,927
203,949 207,957 239,171 242,300 255,598 269,644 281,351 293,374 306,822
58,168 62,802 68,530 72,843 78,308 84,185 87,807 91,524 95,684
343,549 371,433 393,946 427,696 459,067 492,764 511,951 531,540 553,639
326,643 291,536 260,507 255,987 255,087 255,987 266,305 276,858 288,694
1,238,569 1,418,282 1,627,277 1,663,853 1,844,532 2,048,021 2,130,111 2,214,049 2,308,208
300,126 305,924 317,825 327,599 342,423 358,055 372,233 386,723 402,984
2,471,004 2,657,934 2,807,256 2,990,278 3,235,915 3,508,656 3,649,758 3,794,068 3,955,931
2,336,953 4,729,256 5,000,876 5,265,255 5,574,630 5,946,708 6,172,320 6,409,407 6,672,858
1,756,914 1,709,311 1,738,490 1,814,822 1,897,363 1,863,597 1,956,805 1,992,436 2,040,368
66,439 72,799 72,554 79,751 84,794 90,280 90,988 91,702 92,423
542,064 470,091 441,744 453277 438,895 425,398 425,398 425,398 425,398
2,364,417 2,252,201 2,252,788 2,347,850 2,471,062 2,379,275 2,473,191 2,509,536 2,568,189
6,701,370 6,981,457 7,253,664 7,613,106 7,995,682 8,325,983 8,645,511 8,918,943 9,231,047
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Governor's February 1995 Price of Government Recommendation
State & Local Revenues, C.Y. 1990-1998

Percent of Personal Income
($ in Thousands)

C.Y. 1990 C.Y. 1891 C.Y. 1992 C.Y. 1983 C.Y. 1984 C.Y. 1995 C.Y. 1996 C.Y. 1997 C.Y. 1938

F.Y. 1991 F.Y. 1992 F.Y. 19983 F.Y. 1994 F.Y. 1995 F.Y. 1986 F.Y. 1997 F.Y. 1998 F.Y. 1983
School District Revenues
Tax Revenues:
Property Tax 1,368,929 1,516,894 1,614,766 1,783,311 1,841,830 1,986,073 2,087,884 2,158,901 2,264,903
Non-Tax Revenues:
Sales & Fee Revenue 113,882 110,820 119,372 125,077 131,247 137,379 143,539 149,623 155,014
Other Miscellaneous Revenue 190,002 213,822 261,181 270,900 281,170 291,551 302,105 312,654 322,928
Subtotal - Schoo! District Non Tax Revenues 303,884 324,642 380,553 395,977 412,417 428,930 445,644 462,177 477,942
Subtotal - Schoal Dist Own Source Revenues 1,662,813 1,841,536 1,995,319 2,179,288 2,254,247 2,415,003 2,533,528 2,621,078 2,742,845
Intergovernmental Revenue:
State Aid 2,096,763 2,172,952 2,118,177 2,415,894 2,749,294 2,824,195 2,833,987 2,887,740 3,019,566
Local Aid 40,595 41,430 43,551 44,858 46,203 47,590 49,017 50,489 52,002
Federal Aid 182,442 200,863 225,429 236,817 249,186 261,442 273,724 285,591 296,347
Subtotal - Intergovernmental Revenue 2,319,800 2,415,245 2,387,157 2,697,569 3,044,683 3,133,227 3,156,728 3,223,820 3,367,915
TOTAL SCHOOL DISTRICT REVENUES 3,882,613 4,256,781 4,382,476 4,876,857 5,298,930 5,548,230 5,690,256 5,844,838 6,110,760

Total State, Local & School District Revenues

Tax Revenues 10,188,854 11,010,426 11,986,067 12,712,280 13,450,676 13,837,140 14,089,942 14,882,879 16,448,833
Non-Tax Revenues 4,121,439 4,370,508 4,573,357 4,898,036 5,179,135 5,485,057 5,922,155 5,804,705 5,980,070
Intergovernmental Revenue 6,944,804 7,198,143 7,418,248 8,178,442 8,842,791 9,033,762 9,253,342 9,357,128 9,550,293
TOTAL ALL REVENUES 21,255,097 22,579,077 23,877,672 25,788,758 27,472,602 28,355,959 29,265,439 30,044,712 30,979,196
Less: Intergovernmental Revenues (6,944,804) (7,198,143) (7,418,248) (8,178,442) (8,842,791) (9,033,762) (9,253,342) (9,357,128) (9,550,293)
Total Own Source Revenues 14,310,293 15,380,934 16,559,424 17,610,316 18,629,81 1; 18,322,197 20,012,087 20,687,584 21,428,803
Minnesota Personal Income 82,320,000 85,270,000 91,510,000 94,940,000 101,170,000 105,990,000 110,250,000 115,480,000 120,850,000
Revenue as Percent

of Personal Income 17.4% 18.0% 18.1% 18.5% 18.4% 18.2% 18.2% 17.9% 17.7%
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